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case of any taxable year for which the
taxpayer’s taxable income is computed
under an accrual method of accounting
or for a taxable year for which an elec-
tion made by the taxpayer under sec-
tion 454(a) and paragraph (a) of this
section applies. For rules respecting
the character of the gain realized upon
the disposition or redemption of an ob-
ligation described in subdivision (iii) of
this subparagraph, see paragraph (b) of
§1.1037-1.

(2) Illustrations. The application of
this paragraph may be illustrated by
the following examples, in which it is
assumed that the taxpayer uses the
cash receipts and disbursements meth-
od of accounting and the calendar year
as his taxable year:

Example 1. On June 1, 1941, A purchased for
$375 a series E U.S. savings bond which was
redeemable at maturity (10 years from issue
date) for $5600. At maturity of the bond, A ex-
ercised the option of retaining the matured
series E bond for the 10-year extended matu-
rity period. On June 2, 1961, A redeemed the
series E bond, at which time the stated re-
demption value was $674.60. A never elected
under section 454(a) to include the annual in-
crease in redemption price in gross income
currently. Under section 454(c), A is required
to include $299.60 ($674.60 less $375) in gross
income for 1961 by reason of his redemption
of the bond.

Example 2. The facts are the same as in Ex-
ample 2 in paragraph (a)(4) of this section.
On redemption of the series H bond received
in the exchange qualifying under section
1037(a), B realizes a gain of $2,260, determined
as provided in Example 5 in paragraph (b)(4)
of §1.1037-1. None of this amount is includ-
ible in B’s gross income for 1975, such
amount having already been includible in his
gross income for 1966 because of his election
under section 454(a).

Example 3. C, who had elected under section
454(a) to include the annual increase in the
redemption price of his non-interest-bearing
obligations in gross income currently, owned
a $1,000 series E U.S. savings bond, which was
purchased on October 1, 1949, for $750, C died
on February 1, 1955, when the redemption
value of the bond was $820. The bond was im-
mediately reissued to D, his only heir, who
has not made an election under section
454(a). On January 15, 1960, when the redemp-
tion value of the bond is $1,000, D surrenders
it to the United States in exchange solely for
a $1,000 series H U.S. savings bond in an ex-
change qualifying under the provisions of
section 1037(a). For 1960 D properly does not
return any income from the exchange of
bonds, although he returns the interest pay-
ments on the series H bond for the taxable
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years in which they are received. On Sep-
tember 1, 1964, prior to maturity of the series
H bond, D redeems it for $1,000. For 1964, D
must include $180 in gross income under sec-
tion 454(c) from the redemption of the series
H bond, that is, the amount of the increase
in the redemption price of the series E bond
($1,000 less $820) occurring between February
1, 1955, and January 15, 1960, the period dur-
ing which he owned the series E bond.

[T.D. 6500, 256 FR 11719, Nov. 26, 1960, as
amended by T.D. 6935, 32 FR 15820, Nov. 17,
1967; T.D. 7154, 36 FR 24997, Dec. 28, 1971]

§1.455-1 Treatment of prepaid sub-
scription income.

Effective with respect to taxable
years beginning after December 31,
1957, section 455 permits certain tax-
payers to elect with respect to a trade
or business in connection with which
prepaid subscription income is re-
ceived, to include such income in gross
income for the taxable years during
which a liability exists to furnish or
deliver a newspaper, magazine, or other
periodical. If a taxpayer does not elect
to treat prepaid subscription income
under the provisions of section 455,
such income is includible in gross in-
come for the taxable year in which re-
ceived by the taxpayer, unless under
the method or practice of accounting
used in computing taxable income such
amount is to be properly accounted for
as of a different period.

[T.D. 6591, 27 FR 1798, Feb. 27, 1962]

§1.455-2 Scope of election under sec-
tion 455.

(a) If a taxpayer makes an election
under section 455 and §1.455-6 with re-
spect to a trade or business, all prepaid
subscription income from such trade or
business shall be included in gross in-
come for the taxable years during
which the liability exists to furnish or
deliver a newspaper, magazine, or other
periodical. Such election shall be appli-
cable to all prepaid subscription in-
come received in connection with the
trade or business for which the election
is made; except that the taxpayer may
further elect to include in gross income
for the taxable year of receipt (as de-
scribed in section 4565(d)(3) and para-
graph (c) of §1.455-5) the entire amount
of any prepaid subscription income if
the liability from which it arose is to
end within 12 months after the date of
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